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My dear Shri Hanumanthaiyaji.
As you would recall. in consultation with the former Deputy Prime Minister and Finance Minister of India, Shri Morarjibhai Desai, you and late Shri Harish Chandraji Mathur had asked me to examine tile working of tile Reserve Bank of India and make a report to you and the Central Government.
As the examination had to cover a very vital institution of our economy, I. had to consult a large number of bankers, economists and official experts. I should place on record the very valuable discussions and co-operation that 1 received from Shri L.K. Jha, the Governor of the Reserve Bank of India. Sarvashri B.N. Adarkar, A. Baksi, J. J. Anjaria and P. N. Damry, the Deputy Governors of the Reserve Bank of India. the senior officials of the Ministry of Finance and numerous leading bankers and economists of the country. :1 must also place on record the very valuable discussions and the benefit of your advice and the suggestions given by the late Shri Harish Chandra Mathur who had a great interest in economic and political problems of our country.	
Now that I have completed the examination and in the wake of nationalisation of the 14 leading banks of tile country, I have the pleasure to forward to you my recommendations on this matter. The original idea of tile Deputy Prime Minister and Finance Minister and yourself was that as the subject matter concerns the foremost financial institution of India. you would like the report to be presented to the Finance Minister for such use that the Central Government may like to make of these suggestions and that it will be more like an informal report rather than a regular report of the Administrative Reforms Commission. therefore, hope that you will kindly arrange to forward it to the Prime Minister of India (who also heads the Finance Ministry). If any further discussions on any of our suggestions and recommendations are needed, may I assure you that I will always be at the disposal of the Central Government.
May I also place on record my deep appreciation of the very arduous task that Dr. B.D. Sharma has performed in studying the banking institutions of the leading countries of the world and in preparing the voluminous reports of our detailed discussions with different experts and economists, and in finalizing our report.
Thanking you and with kindest regards,
Yours sincerely,
Sd /- MANUBHAI SHAH

Shri K. Hanumanthaiya, Chairman,
Administrative Reforms Commission, New Delhi.
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PART I
THE RESERVE BANK OF INDIA Growth and Functions
PART I
THE RESERVE BANK OF INDIA
GROWTH AND FUNCTIONS
1. The Royal Commission on Indian Currency and Finance, which reported in 1926, had recommended the setting up of a Central Bank. After much debate, the Reserve Bank of India was established on April 1, 1935 as a shareholders' bank with the objective of "regulating the issue of Bank notes and the keeping of reserves with a view to securing monetary stability in India and generally to operate the currency and credit system of the country to its advantage."

2. In terms of this objective the Reserve Bank was specifically called upon to fulfill the following functions-
1. Management of money.
2. Providing banking facilities to Government.
3. Acting as banker to other banks.
4. Administration of exchange control.
5. Collection and publication of financial statistics.

3. Since its inception in 1935, the RBI gradually expanded both in terms of the volume as well as diversity of business. Notes in circulation increased from Rs. 164 crores in 1935-36 to Rs. 1228 crores in 1947-48. The total assets of the Banking Department went up from Rs. 49 crores to Rs. 545 crores. The bulk of the increase (Rs. 392 crores) in the assets was, however, due to sterling balances.
4. The major step taken by Government after Independence was the nationalization of the Reserve Bank. The Reserve Bank of India (Transfer to Public Ownership) Act 1948 empowered the Central Government to issue such directions to the Bank as were deemed to be in public interest.
5. The general superintendence and direction of the Bank's affairs are vested in the Central Board of Directors consisting of the Governor, 4 Deputy Governors. 4 Directors nominated under section 8(1)(c) and 1 Director nominated under section 8(1)(d) of the Reserve Bank of India Act 1934. The Governor, Deputy Governors, and other Directors are nominated by the Central Government. For each of the four regional areas, viz. western area, eastern area, southern area and northern area. there is a Local Board with headquarters in Bombay, Calcutta. Madras and New Delhi. The Local Boards consist of 5 members appointed by the Central Government to represent. as far as possible, territorial and economic interests and the interests of cooperative and indigenous bunks. The Directors of the Central Board of Directors torn nominated under section 8(1)(b) represent the four Local Boards-. The Local Roards advised the Central Board on such matters as may be generally or especially1v referred to them and perform such duties as the Central Board may delegate to them.
6. The Chairman of the Central Board of Directors and the Chief Executive of the RBI is the Governor. He is assisted by 4 Deputy Governors and 2 Executive Directors each of whom is in charge of certain spheres of operations of the Bank. There are, at present, 13 Departments at the Central Office, viz., Department of Administration and Personnel, Accounts and Expenditure Department, Premises Department, Inspection Department, Secretary's Department, Legal Department, Exchange Department, Department of Banking Operations and Development, Department of Non-banking Companies, Industries Finance Department, Agricultural Credit Department, Economic Department and Department of Statistics. Each Department is headed by a Chief Officer; Manager or Adviser. The Departments are sub-divided into divisions which are under the charge of Deputy Chief Officers or Directors.
7. The RBI has established regional offices in Bombay, Calcutta, Madras, New Delhi, Kanpur, Nagpur and Bangalore, besides offices at Hyderabad, Jaipur, Patna, Trivandrum, Ahmedabad, Gauhati, Bhubaneshwar, Ludhiana and Srinagar. The RBI maintains offices of the Issue Department in its regional offices and also at Gauhati and Hyderabad. It maintains currency chests with branches of the State Bank of India, and Government Treasuries and sub-Treasuries. The currency chests are of particular assistance to Government because they enable treasuries to work with relatively small balances. They also provide remittance facilities to banks and the public.
8. The RBI Act stipulates that the operations of the Bank relating to Note issue are conducted through the Issue Department and those relating to general banking business through the Banking Department. The Issue Department issues or receives Bank notes only in exchange for other Bank notes or such coins, bullion or securities as are permitted by the Act to form part of the reserve. The assets of the Issue Department consist of gold coin, gold bullion foreign securities, rupee coin and rupee securities. The aggregate value of the gold coin, gold bullion and foreign securities should not, at any time, be less than Rs. 200 crores, the value of gold coin and gold bullion being not less than Rs. 115 crores. The bulk of the assets (about 90 per cent) consists of Government of India rupee securities.
9. The Banking Department primarily performs banking functions of the RBI. The assets of the Banking Department consist of (i) balances held abroad; (ii) loans and advances to Government, Scheduled Commercial Banks, State Cooperative Banks, and financial institutions; (iii) bills purchased and discounted; and (iv) investments. The liabilities of the Banking Department include (i) paid-up capital: (ii) reserves National Agricultural Credit (long-term operations) Fund; (iii) National Agricultural Credit (Stabilisation) Fund; (iv) National Industrial Credit (lone-term operations) Fund: and (v) deposits by Central Government, State Governments Scheduled Commercial Banks and State Cooperative Banks. The assets and liabilities of the Banking Department reflect. the tape of business undertaken by the RBI both as a central banker as well as a developmental and promotional institution.
10. Sections 20, 21, 21A & 20B of the RBI Act make it obligatory for the RBI to transact Government business. As a banker to the Central Government and State Governments, the RBI accepts moneys, makes payments, carries out exchange, remittance, and other banking operations, including the management of public debt.
11. The RBI. is also authorised to make, in terms of section 17(5) of the RBI Act, ways and means advances to Central and State Governments repayable within three months. These advances are not subject to any maximum limit or any specific interest rate but are usually regulated by agreements with the Central and the State. Governments.
12. The work relating to Government business is entrusted to the Public Accounts Department of the RBI. It receives and disburses moneys on behalf of the Central Government, the State Governments and various Government Departments including Railways and carries out their exchange and remittance transactions.
13. An important function entrusted to the RBI is the management of public debt. Being a banker to the Central Government as well as State Governments the RBI is able to coordinate the borrowing programmes to ensure highest subscription. Usually, the Central Government floats short-term and long-term loans and the State' Governments, medium term loans. The period of maturity, the. rate of interest, issue prices, timing of the issue etc., are determined in consultation with the RBI. The unsold part of the Central Government securities is held by the RBI. Normally, the RBI does not hold any substantial amount of State Government securities.
14. The RBI also sells treasury bills to the Public. Until July 1965, treasury bills were sold by weekly auctions. Thereafter they have been sold on tap throughout the week.
15. The RBI, as a Central Bank is responsible for maintaining an orderly monetary and credit system in the country. The RBI discharges this responsibility through its statutory powers of super vision and control over the Commercial Banking System which is the most important constituent of the money market. The latter consists of:
1. Scheduled Banks (paid-up capital and reserves exceeding Rs. 5 lakhs).
2. Non-Scheduled Banks.
3. Non-banking non-financial Companies and non-banking financial companies accepting deposits from the public.
4. Unorganised sector made up of `indigenous' bankers.
16. Scheduled Banks are eligible for certain facilities and, in turn, have to comply with the directives of the RBI. Apart from the State Bank 14 other major banks with deposits of over Rs. 50 crores have been nationalized bringing about 90 per cent of the banking sector under direct state control. The RBI also exercises control, over non-scheduled banks. At the end of March 1968, there were 85 scheduled banks with aggregate deposits of Rs. 3890 crores, Nonscheduled banks numbered about 20 in January 1968 with deposits of about Rs. 100 crones. Their number has been considerably reduced because of amalgamation and mergers.
17. As a banker to the banks, the RBI has adequate powers to regulate their operations and to ensure that the interests of the depositors are safeguarded. The RBI's approval is necessary for the setting up of a. new bank or for opening of new branches or for amalgamation and merger of existing banks. The RBI carries out periodical inspections to check any irregularities on the part of the banks.
18. A major instrument of credit control is the Bank Rate. This is the rate at which scheduled banks get financial accommodation from the Reserve Bank.
19. The RBI increased the Bank Rate from 3 to 32 per cent in 1951, to 4 per cent in 1957, to 4/1/2 per cent in 1963, to 5 per cent in 1964, to 6 per cent in 1965 and back to 5 per cent in 1968. Until cantle, the RBI did. not intervene directly in regulating the structure of money rates. But since 1964 the RBI also stipulates the minimum deposit rates to be allowed and the maximum advance rates to be charged by the scheduled banks.
20. In January 1952 the RBI introduced a Bill Market Scheme to enable banks get demand loans against the security of reactance promissory notes of their constituents. The accommodation sought by the banks is confined only to the busy season, neither has it been very significant. As such the impact of the bank rate has been only nominal.
21. Through open market operations the RBI can regulate the liquidity in the economy as well as the interest on Government securities. `Switch' operations can also be used to make the interest structure more balanced. The open market operations of the RBI, are, however, restrained by the fact that its portfolio is overburdened with Government securities.
22. The 11131 has the power to direct scheduled banks to maintain a part of their total deposits with itself or in approved securities. The net liquid assets include cash in hand, balances with the 8131, balances with other banks in current accounts, investments in Government and other approved securities less borrowing from the 8131., ARC, IDBI and SBI. The RBI has the power to vary the liquidity ratio from 25 per cent to 40 per cent. An increase in the liquidity ratio reduces banks' capacity to give credit to industry, trade or individuals.
23. The RBI can also, through its selective credit control policy, issue directions to commercial banks stipulating margin requirements and the overall credit limits and thereby weaken demand for particular commodities. This helps to dismount. the inflationary pressures on prices. Since the middle of 1950s credit against the security of commodities like food grains groundnuts, cotton, jute or oven shares, bas been subject to selective controls. The credit to exports small-scale industries and agriculture has been liberalised. Also export credit has been made cheaper recently selective controls have thus been used to sub serve larger economic objectives.
24. The controls on scheduled banks are exercised with great discretion there are both informal and formal meetings of bankers with the Governor of the RBI. The Governor, through moral per suasion also impresses upon banks the necessity of implementing a particular policy.
25. Another important function performed by the RBI is the, administration of exchange control. The RBI itself does not directly regulate imports or exports. But it exercises supervision over the prescribed methods of payments for imports and the repatriation of proceeds of exports, besides other transactions which entail receipt or payment in foreign exchange.
26. The Bank has licensed a number of commercial banks to deal in foreign exchange. These authorized dealers are allowed to cover spot and forward exchange transactions at market rates. The authorized dealers are permitted to open letters of credit to make remittances in payment for imports provided the goods are covered by a valid import license. The control on. exports is designed to ensure that foreign exchange proceeds of exports are remitted to India and not retained abroad. The control is operated jointly with the customs authorities.
27. The authorised dealers have to submit to the RBI statements in the prescribed forms of foreign exchange dealings. These statements are scrutinized by the Exchange Control Department of the Bank. These statements also enable compilation of India's balance of payments data.
28. The Department of Research and Statistics of the RBI also collects and compiles information on different financial matters. Such information enables better understanding of the problems and, to a certain extent, helps formulation of proper policies at proper, time.
29. The RBI Act itself makes it obligatory on the part of the Bank to publish returns about the financial position of the Issue Department and the Banking Department. Apart from these weekly statements, the RBI brings out a weekly statement of consolidated position of scheduled banks, RBI Bulletin (Monthly), and Annual Reports like the Report of Central Board of Directors, Report on Currency and Finance, Trends and Progress of Banking in India, Review of Cooperative Movement in India and statistical compilation like the Statistical Tables relating to Banks in India and Statistical Statements relating to the Cooperative Movement in India.
30. The RBI also under took some developmental and promotional activities in the field of agricultural credit through its Agricultural Credit Department. However the promotional and develop mental activities were, in spite of the bank's interest in agricultural finance, very much limited. The total assistance given by the RBI to State Cooperative Banks under Section 17 of the Reserve Bank of India Act was of the order of only Rs. 2.14 crones even in 1949-50. The Bank primarily functioned as a Central Bank.
31. With nationalisation, the RB1 was entrusted with additional developmental and promotional activities. This made the RBI responsible not only for the management of money but also for all kinds of credit short-term, medium-term and long-term agricultural and industrial as well as for diverse kind of guarantees.
32. Although cooperative societies had made some headway by 1950, cooperative credit was still an insignificant part of the credit, available to the farmer. The funds came mostly from money lenders and were subject to very high rates of interest. The All India Rural Credit Survey estimated that in 1951-52 cooperative credit was only, a little more than 3 per cent of the total borrowing of the cultivator. The bulk of the finance. viz., 70 per cent, came from the money lender and the trader.
33. In pursuance of the recommendations of the Informal Conference convened in February 1951 and the All-India Rural Credit Survey Report, the RBI now provides credit facilities to State Co operative Banks and Central. Land Mortgage Banks for a variety of uses and for different periods. The Reserve Bank does not finance agriculturists directly but provides assistance to State Cooperative Banks and Central Land Mortgage Banks. Under Section. 17(2), the Reserve Bank provides assistance for seasonal agricultural. operations, marketing of stocks, bonfire trade or commercial transactions, and general agricultural purposes like land reclamation, irrigation. purchase of livestock, machinery, etc. The loans given under section. 17(2) are usually for short periods of less than 15. months. Loans from National Agricultural Credit (long-term operations) Fund are for long periods (not exceeding 20 years) and from, National Agricultural Credit (Stabilization,) Fund for medium. periods (15 months to 5 years).

34. The total assistance given by the Reserve Bank to State Cooperative Banks and Central Land Mortgage Banks was of the order of Rs. 355 crones in 1966-67 as compared to Rs. 2 crones in 1949-50. The bulk of the assistance viz., Rs. 334 crones or 95 per cent of the total assistance was for short periods. The RBI is restrained from giving larger medium and long term assistance because the risk to its viability as a Central Banking Institutions should be at the minimum.
35. To obviate this difficulty, the Agricultural Refinance ' Corporation was set up in July 1963 with the specific objective (if providing medium and long term credit mainly by way of refinance to eligible institutions like the Central Land Mortgage Banks, the State Cooperative Banks or the Scheduled Banks.
36.The assistance actually provided by the Agricultural Refinance Corporation has not, however, benefited agriculture to any, significant extent. The total withdrawals made up to the end of March 1967 were of the order of only Rs. 6.54 crones although the total sanction of refinance was of the order of Rs. 43.85 crones. The, institutional arrangements for enabling agriculture to take advantage of the resources at the disposal of the Agricultural Refinance. Corporation, which in themselves are meager, do not seem to be appropriate and call for basic alterations.
37. The needs of agriculture are too vast and varied. Unless there is a proper central agency which is able to mobilize and make available adequate financial resources for short, medium and long term uses, the potential growth of agriculture may not receive the much needed fillip.
38. The post-independence years also witnessed the emergence of a variety of institutions for financing industrial development. However, no coordinated and integrated plan for the establishment of these institutions was drawn up and followed. The development that took place was piece-meal and ad hoc, a deficiency which prevails even to this day.
39. The first institution viz., the Industrial Finance Corporation (IF;) was put up in 1948 with the, active assistance of the RBI which subscribed 10 per cent of the initial capital. Subsequently, the RBI Act was amended to enable the RBI. to give discounting; facilities to the IFC.
40. The establishment of the IFC in 1948 was followed by a number of State Finance Corporations (SFCs) in different States. All the States, with the exception of Madras and Nag land, have, at present each a SFC established under the State Financial Corporation Act 1951. The Madras Industrial Investment Corporation established by the State Government in 1949 under the Indian Companies Act is functioning on the lines of a SFC. The credit requirements of industries in the Union Territories are met by the SFCs in the neighboring States. The RBI has contributed 10-15 per cent to the capital of SFCs.
41. Two other, important institutions with Reserve Bank patronage were set up in the last five years. The Industrial Development Bank of India (IDBI)' came into existence in July 1964 as a wholly owned subsidiary of the RBI. The IDBI took over the Refinance Corporation which was earlier established by member banks to provide relenting facilities against medium-term loans granted by these banks to medium-sized units in the private sector. The objective of the IDBI is to coordinate all credit facilities relating to long and medium-term financing of industries and, if necessary, adopt and enforce a system of priorities in promoting future industrial growth. The Reserve Bank of India has also constituted a Fund known as the National Industries Credit (Long-term Operations) Fund under Section 46(A) of the RBI Act to be used for making loans and ad, vanes to the IDBI for purchase of or subscription to stocks, shares, bonds, or debentures issued by the IFC or the SFCs.
42.The Unit Trust of India was set-up on February 1, 1964. Half of the initial capital was subscribed by the Reserve Bank of India. The general superintendence, direction and management of the affaires and business of the UTI are vested in a Board of Trustees appointed by the Reserve Bank of India.
43. Apart from its involvement in institutional finance, the RBI acts as a Guarantee Organisation with respect to guarantee schemes for small-scale industries. It also directs and manages the Deposit Insurance Corporation.
44. Thus, in the past 20 years a variety of institutions has been set up to meet medium and long-term requirements of industries. The total assistance given by these institutions increased from Rs. 2.1 crores in 1950-51 to Rs. 104.1 crores in 1966-67. This assistance is given by way of loans and credits, under-writing of and direct subscription to shares and debentures.
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PART II

ASSESSMENT AND APPRAISAL

45. In assessing the functioning of the RBI as the Central Bank of the country, we have to take into account the effectiveness with which it has been able to manage the monetary and credit system, to the best advantage of the national economy. More specifically, we have to consider: -
(i) how far the banking sector has been developed;
(ii) to what extent the management of money and credit has increased the mobility and turn over of the rupee and how far the stability of prices has been achieved;
(iii) whether wide and growing market for Government securities has been established;
(iv) how far the administration of exchange control has enabled effective check on external payments and receipts;
(v) what liaison has been developed with Central Banks in other countries and with foreign governments; particularly in. the field of international financial movements;
(vi) how far statistics on various economic issues have been collected, computed, compiled. analysed, organised and widely collected,	to help better and timely under standing of economic phenomena and economic processes; and.
(vii) -in performing its function, as the Central Bank how far the developmental functions have been a help or a hindrance?

46. The key functions of the Reserve Bank were defined by the 1934 Act in terms of regulation of currency issue, and keeping of reserves with a view to securing monetary stability and to operate the currency and. credit system of the country to its advantage. In the post-Keynesian revolution in economic thought and the growth of economic planning, it has been increasingly realized that credit is one of the key instruments of directing and channeling economic development and growth. While some measures in this direction have been taken by the RBI, it cannot be said that the Reserve Bank has utilised fully the potential of this instrument; especially in the short-term management of the economy.

47. To perform such a role. the Reserve Bank must continually suggest policies which will. develop the full, potential of the various sectors of the economy, institute appropriate measures to secure the flow of investments and credit and, in particular, identify the credit gaps in the economy which impede rapid economic growth.

48. As the central agency, the Reserve Bank is deeply concerned with the development of banking profession. There is need to strengthen. and augment professional expertise in the banking industry to tackle the priority sectors. The quality of managerial personnel will have to be raised and more specialization and expertise in different sectors of the banking industry will, have to be developed. Ultimately the success of the national banking and credit policies will depend. upon the professional competence available within the banking industry. As the Central. Bank, therefore, the Reserve Bank of India has vital stake in the development of a core of trained bankers and researchers in the field as well as the development of banking technology. The proposed National Institute of Bank Management whose governing Board is to be headed by the Governor of the RBI, is a good. move in the right direction. It will provide considerable assistance but there will be many more emerging areas in banking policy and practices on which the RBI will have to suggest further measures.

49. Such an. elaboration of the role of the Reserve Bank in turn has many implications for its internal organisation and set-up. So long as the long term financial institutions like IDBI, ARC and the Agriculture Credit Department are a part of the RBI, the capacity of the Reserve Bank to critically- examine their areas of operation, pattern of investments and emerging credit gaps is limited. At the same time, these agencies too get unnecessarily circumscribed by the policies and personality of the RBI.

50. In so far as credit planning is concerned, while the, National. Credit: Council is expected. to perform this role. the Secretariat of the Council is the Reserve Bank of India. Unless the RBI is suit ably equipped, the capacity of the National Credit Council to perform such a role would be hampered. Indeed the quality of advice rendered by the National Credit Council, will depend on the type of secretariat it is served by.

51. In many developed countries. the management of .money. credit policies. growth of banking on. healthy lines. tapping of the resources of the vast middle class in urban and rural areas and inculcating banking habits among them, have been much more successfully done when the Central Bank is in a position to give more concentrated attention to these functions. The popularization of gilt-edged securities and Band Papers and tapping of rural resources. debt. management etc. have to be done in a more systematic and dynamic manner than attempted so far by the RBI.

52. Banks are finding it difficult to reduce lending rates in spite of cuts in. the deposit rates because operational. costs are too high. These aspects have to be carefully looked into. Rural banking has to be vigorously promoted an aspect which is now receiving very welcome attention of the RBI at. the direction of Government.

53. As a Banker to Government. the RBI has achieved only limited success in creating a proper market for Government securities. As such, Government cannot borrow on an adequate scale especially from the middle classes. Consequently, the RBI: and scheduled banks have to take up a large part of the market. loans About 35.7 per cent of the Central Government securities are hold by the RBI on its own account. Apart from subscriptions from institutional investors the real tapping of resources by making gilt-edged securities popular among middle classes in rural and urban areas has not taken place. The process of issue of securities and payment of interest to the security holders is too complicated even today to attract the middle class investors. The yield rates and the issue prices have to be looked into to make them attractive in comparison with other investments. Also the nature and varieties of strips may have to be increased to attract short-term investments in new series of strips and bond papers of short term maturity.
54. As a banker to scheduled bankers, the assistance provided by the RBI has not been very significant. At the peak of the busy season in March 1966 the borrowings of scheduled banks from the RBI were about Rs. 300 crores, less than 8 per cent of their aggregate deposits. The credit policies-selective as well as general adopted by the RBI have not had adequate impact on the price situation even though the RBI has been very persistent on the application of these measures and has been taking numerous measures from time to time. The banking facilities are confined primarily to urban areas. Even today the number of unbanked towns is quite large. The number of account holders is also small. For a population of 520 million the number of accounts at the end of March 1967 was only one million.

55. In recent years, the price situation has been far from satisfactory. In the five years ending March, 1968, prices rose by 58 per cent. The commodity prices, both of agricultural and manufactured goods, have shown a continuous upward trend which has reached almost an alarming proportion in the last three or four years. Of course, the Central Bank cannot be held responsible for this price inflation and cost inflation. But a more vigilant and comprehensively laid out programme of price discipline and price stabilisation could be and should be guided by the RBI as the Central Banker of the nation. The RBI should make it one of its major functions to study and advise Government on working out policies and establishing institutional measures like the buffer stock operations of essential commodities, minimum support prices and maximum release prices, to keep watch on the inter-related price movements of essential commodities and manufactured goods, to impose selective credit policies,` undertake open market operations etc. which may help Government to bring about price discipline, price stabilisation and cost consciousness in the national economy. It is these tasks to which we give greater importance as far as the main functions of the RBI are concerned.

56. In the management of foreign exchange, the deficiencies and weaknesses are far more pronounced. At no time either the statistical compilation or analysis was fully and immediately available to the Central Bank or the public at large as far as the actual, receipts and payments of foreign exchange were concerned. In the modern economy up-todate information about the actual position of payments and receipts of foreign currencies is very vital. Immediate measures and steps can only be taken if the balance of payments position is under correct and critical assessment from week to week, In this task the RBI needs to be considerably strengthened.

57. The administration of exchange control leaves many loopholes. The RBI does not have up-todate adequate information about actual foreign exchange committed to and utilised for different major groups of import and export products from week to week or within a short period of time so as to be useful for taking any corrective or remedial steps. The maintenance of records is neither systematic nor satisfactory; the information contained in the CR Returns sent by various authorized dealers is not utilized fully.

58. In the long run, it is also possible for a Central Bank to tap foreign resources from several international financial agencies. This may not be immediately practicable while large scale government to government loans are being received. All the modern Central Banks have, however, successfully raised and received large foreign currency loans by this device and for this task, the RBI should pay greater attention so that in future years this can be good source of foreign exchange accommodation.

59. In the management of foreign exchange the codification of importers and exporters-at least codification of major importers and exporters-is long over due. Presently the importers and exporters are utilizing the service of numerous authorised exchange banks and authorised exchange dealers making a correct :statistical assessment almost impossible. It is. therefore, most important that a thorough examination. is made of the working of authorised foreign exchange banks and authorised foreign exchange dealers to rationalize the present pattern.

60. That the RBI came to perform promotional and developmental functions in addition to its functions as a Central Bank was a mere historical accident. Some may even argue that put it forward as a novel, unique and useful experiment in a developing economy, even though there is hardly any parallel of it either in. a developing country or a developed country or in a centrally planned economy. Of course, we do not take this-absence of a similar example-by itself as an argument against continuing the present functions and working of the RBI. However, after examining the pros and cons of all the aspects we are of the clear view that for the RBI to continue with these functions would be denying it the privileges of acting as an effective Central Bank and diluting the prime objective for which it was set up. The needs of the economy are growing and a single central organisation cannot look after all the points and the requirements of all sectors.

61. The promotional and developmental activities of the RBI do not go well with its role as a Central Bank. Greater mobilization and better utilization of resources are possible only when there are specialized institutions using more imaginative and effective methods of mobilization of sect oral resources by closer and more coordinated efforts and by better catering and personalized service to the needs of the different sectors through closer contacts and local knowledge.

62. It will. therefore. be best if the RBI concentrates its main; operations to those of a Central Bank, for which such an institution operates in every country of the world, and shed its developmental functions, which do not properly belong to it. If as a Central Bank the RBI is to discharge effectively its functions of management of money, development and regulation of banking and credit policies and administration of foreign exchange control, it should not be bothered with the developmental and promotional functions. These should be entrusted to separate institutions altogether.

63. Before Independence, the British Government was not interested in development of the country and hence most of the developmental work, which had to be initiated by it willy-nilly, was loaded on the RBI. It failed to put up any well laid out institutional framework. The RBI which began as a Central Bank was thus periodically burdened with miscellaneous tasks of financing the peripheral development work. Thus the functions of agricultural and cooperative financing came to be entrusted to the RBI instead of being assigned to separate institutions as in other countries.

64. It is true that an important function of the RBI, as of Central Banks in other countries, has to be to watch, coordinate and supervise all developmental organisations. But when the RBI manages by itself all the functions, the advantage or supervision, inspection, detached and objective guidance suffers grievously. The superior, the guide and the executive become amalgamated into' one. This is an unhealthy feature and should be avoided.

65. The RBI is an apex and premier financial body, of the nation. Its prestige and image has to be kept high. Therefore, Parliamentary or public criticism has to be eschewed. In all countries the Central Bank generally enjoys a privileged position, as it should, because the financial prestige in the country and in the international field has to remain above criticism and controversies. The RBI should be kept out of public criticism, and, therefore, as far as possible such functions which have to directly cater to a large number of beneficiaries should remain outside the RBI. Once such a Central Bank undertakes vast developmental functions, it also shelters such developmental bodies from public criticism, dialogues and discussions. Indeed, the developmental institutions grow with gaze, public probes and public debates. Developmental function can benefit much frown various interests being heard and represented. This is not possible when the RBI itself is the developmental organisation. So it is best that the institutional pattern of development of Agriculture, Cooperatives, Industries, Export & Import, small-scale industries etc. are constituted on their own so that they would have the benefit and response of constructive public criticism and opinions.
66. The ownership of all the development organisations must be so dispersed that the majority shares remain in the hands of the Government and Government organisations. While the activities of these institutions reflect Government policies, they can also derive advantage from other participating interests.
67. The Board of Directors of the developmental organisations should consist mainly of the representatives of interests it seeks to serve. Presently the RBI Board and its nominees man all the Boards of Directors. Once the developmental organisations are constituted independently, they will have the benefit of the experience and expertise of representatives and experts on the boards who will be able to promote and implement the main goals of the respective organisations.
68. In Part IV of this report, we have recommended the establishment of separate Developmental Institutions such as the National Agricultural and Cooperative Bank (NACB), the Central Small Industries Bank (CSIB) and the Export Bank of India (EBI) etc. The National Agricultural and Cooperative Bank should have a large number of representatives of the agriculturists and cooperative movement so that unlike the present advisory bodies under the RBI, the representative Boards will be able to give the correct bias. Likewise the Central Small Industries Bank or the Industrial Development Bank of India (after separation from RBI) should have. respectively on their Boards the representatives and experts of small scale industries (on the CSIB) and the representatives and experts of medium and large-scale industries (on the IDBI). Intense and large representation of true interests of the people, the particular institution seeks to serve, should have much effective voice in its directions, policy making, implementation and management. Once these institutions are separated from the RBI, this vital benefit will follow automatically.
69. For the reason stated above, we recommended that the RBI's main function should be the management of money, management of public debt, policy making and development of banking, management of foreign exchange, guidance and control of credit policies for effective price discipline and scientific and systematic data collection and statistical analysis of the different vital sectors of the country's economy. Once the extra load is shed, the RBI with the expert leadership, that it already possesses, will be great help to and the prime mover of country's economic development.
70. The banking industry needs great fillip. Only about 15 per cent of the National Income is at present banked. Non-banked Income remains slow and erratic in its circulation with unhealthy consequences. The RBI should concentrate on expanding and strengthening the country's banking sector so that credit as a vehicle of economic growth takes its vital and powerful place in the national economy. The more the money flows from rural and urban areas into the banks the faster will be the velocity of money turnover and lower the cost of credit.
71. Likewise the management of foreign exchange is not very satisfactory. The reorganisation and streamlining of authorised foreign exchange dealers, codifications of importers and exporters, speedy computation of receipts and payments (visible and invisible) of foreign exchange has become absolutely essential. All this can be done by the RBI with great efficiency" through use of modern techniques. Under-invoicing and over-invoicing which is reported to be in vogue can be effectively scrutinized and proper guiding principles and steps devised and enforced by a vigilant and expert RBI, only if it concentrates on these main functions as the nation's Central Bank.

PART III CENTRAL BANKS IN OTHER COUNTRIES
CENTRAL BANKS IN OTHER COUNTRIES
72. We may now examine the credit system in other countries, viz., France. Japan, U.K.. U.S.A., U.S.S.R. and Hungary,
73. The credit system in France differs in many essential respects from. that in India. Banks in France are either deposit banks or investment banks. The former specialise in short-term and the latter in medium-term credit. The four biggest of the national banks were taken over by the State at the end of World War II. There are also regional banks and, local banks. Apart from these, there are specialised credit institutions, the principal among which is Cuisse Central de Depots ET Consignations. The Cuisse's resources consist of deposit of funds by savings banks, social security, pensions, etc., and are used to finance operations of the State, Local Authorities and other socialized institutions. The financing of industry is done primarily through Credit National and of agriculture through Credit Auricle. The Bank of France, apart from management of money, engages itself in different types of rediscounting operations. About 32% of the national income is banked in France. The Bank of France. which is the Central Bank, has no direct developmental functions.
74. The financial system in Japan consists of the Bank of Japan, ordinary banks, specialised Government institutions, mutual loans companies, Credit Co-operative Associations, Agricultural Credit Co operatives, Trust Fund Bureau and Postal Savings. The Bank of Japan carries on the normal functions of a Central Bank. It has, however, wider powers "for the maintenance and fostering of the credit system" and "for the attainment of the object of the Bank". The credit operations of ordinary banks are mainly short-term. Only about 10 per cent of the outstanding aggregate credit finances purchases, maintenance or repair of plant and equipment. Japan is perhaps the most banking minded, country in the world. About 71% of the national income of Japan is banked.
75. Japan has a group of important Government and semi-Government institutions for financing industrial development. These include the Industrial Development Bank, Central Bank for Commercial and Industrial Co-operatives, Export-Import Bank of Japan and the Japan Development Bank. The Central institutions in the agricultural credit system is the Hypothec Bank of Japan and in the field of agricultural co-operatives the Central Co-operative Bank for Agriculture and Forestry. Both are under the direct control of Government.
76. The Bank of England is perhaps the oldest Central Bank.	It enjoys the highest reputation. The Chairman of the Bank of England enjoys a very high status in U.K. Banking has also developed very well in U.K. About 33% of her national income is banked. Most of the payments are done by cheques, drafts etc. Bank of England does.
